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Competitor Review - December 1994 thru mid-January 1995 


R. J. REYNOLDS 


Marketing Strategies for 1995 

According to the article appearing in the December 5th issue of the Delaney Report, RJR 
intends to remain aggressive on the marketing front in 1995. RJR will be spending some $80 
million on advertising in 1995. with print, outdoor and direct mail the main media beneficiaries. 

"We'll be focusing the bulk of our support on the Winston Select brand. Teiling the smoker 
that we take our time in aging the tobacco. That you can’t rush the (tobacco) process. We’ll 
Keep hammering away at that message," said Executive VP/Marketing Jim Schroer. 






Line extensions for Winston Select offering smokers different taste profiles are reportedly 
under study (the regular Winston brand is positioned as a fuller, richer smoke vs. Winston 
Se Iect’s s m oothier rnirasrposrtten ing). 

RJR alsoVmcontinue TQ-Strpport its Camel cigarette brand heavily, with an increased 
message onraSTET^TVfiat’s been missing with Camel has been the product quality side. 
We want to remind smokers that Camel has genuine taste and we’ll be doing that,” Schroer 
said. 

in the works: new marketing/advertising programs for the Salem and Vantage brands. 

New Products 

(New Eclipse Cigarette) " 



In addition to smokers in an eight-state focus group. Reynolds has contracted with Battelle 
Pacific Northwest Laboratories in Richland. Washington, to verify the company's claims that 
tne Eclipse product eliminates 95% of second-hand smoke and contains less tar and nicotine 
than 95% of the U.S. cigarettes sold. 

Tests began at Battelle last year, according to Gary Burger, Reynolds' VP of Product 
Development and Assessment. 

f in the late 1980s, Battelle conducted inhalation research for Reynolds on the Premier 
(^cigarette, which failed to appeal to smokers after a five-month test in Arizona and Missouri. 

(Salem Preferred Menthol) 
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RJR is introducing Salem Preferred Menthol, the cigarette that "reduces the stale smell of 
smoke." The product, said to have a smoother flavor, will be manufactured "with a 
proprietary paper technology that masks and changes the odor" of cigarette smoke. The 
advertising theme used. "I Love What You’re Not Wearing,' 1 illustrates hair, clothing, furniture, 
and a car interior where stale cigarette smoke lingers. 
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RJR Reduces Level of Reconstituted Tobacco in Several Brands 

InternalpR&D analysis revealed a reduction in reconstituted tobacco in Camel Lights KS/SP 
(24 to 7%), Winston Lights KS/SP (25 to 8%), Winston Lights 100/SP (25 to 17%), Vantage 
KS/SP (22 to 8%). Salem Lights Menthol 100/SP (25 to 15%) and Salem Slim Lights 
Menthol 100/Box (25 to 11%) 


Camei Genuine Taste Direct Mail (3rd Series)^ 
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has dropped a direct mailing from Camel Genuine Taste' 1 headquarters featuring a 
A "Secret Spy Mission" theme. G ono e friom a re reminded to investigate "Genuine Taste” by 
smoking Camel for the next 80 days. ^ Sait'S 


5 ** 


are asked to complete a survey card or call into headquarters by dialing 1-800- 
480-DAYS (3297). 


The promotion offers smokers double coupons for one free Camel pack of any style and 
82G1Fs. The coupons expire 3/8/95. 


The mailing also includes a Camei Zippo Tin To get a free collector’s zippo lighter, the 
responders have to send in 75 UPC codes from their Came! packs. 

In addition to the promotional offers, the mailing includes a “Follow the Trail of Genuine Taste” 
road map and a miniature cardboard briefcase marked “Genuine Taste Mission Kit." 


In a separate mailing, Camel distributed a BIGIF coupon, good for any style or length. The 
coupon expires 6/30/95. 


Other Direct Mail-Outs 


(Winston Select) 



Winston Select has distributed a catalog offering Select merchandise employing a trading 
company theme. It is a continuity program where smokers accumulate Select proofs of 
purchase featuring "The Perfectly Aged Tobacco’ symbol. The catalog offers tin boxes of 
matches for 50 proofs (1 pack = 2 proofs), cartons of Winston Select (150 proofs), 
stoneware mugs and ashtrays (120 proofs), cotton shirts (250 proofs), lighters (160 proofs), 
and cooked baby back ribs (650 proofs). In addition, there is a survey enclosed for the 
recipient and a friend containing consumer tastes and preference questions. The bottom 
panel of the perforated survey card is a Winston Select free pack coupon. 


The catalog is also accompanied by an eight minute video extolling the tobacco aging 
process to consumers. The video features actual tobacco farmers speaking matter-of-factly 
about growing, picking and curing tobacco. The video is designed to position Winston 
Select as a premier full flavor cigarette with a superior taste. 


(Salem) 
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RJR also mailed a holiday card to competitive smokers, "Season’s Greetings from the 
World's #1 Menthol. Salem." The card contains two $3.00-off coupons good for a carton or 
four packs of any style of Salem and a special offer to receive a free carton of Salem in 
exchange for 50 Salem pack UPC's. The coupons expire on January 28, 1995 and orders 
for the free carton of Salems must be received by February 24, 1995. 


In another effort to reach competitive smokers. "Escape To The FreshSide" is the promotional 
message of the Salem 1995 free calendar. The calendar includes $2.00-and $3.00-off 
coupons to be used throughout the year on any style or length of Salem cartons. 
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RJR Runs "Name Generator” Ads 


The 12/14/94 Chicago Tribune reported that RJR is running "name generator"' ads in Time- 
People . Entertainment Week v , and Sports Illustrated . The ads offer $6.00 in coupons 
provided the smd|r^sijppiies individual smoking data on a mail-in card to a sen/ice in Texas. 

Permanent Retail POSM ^ 


RJ Reynolds has released details of its 1995 Permanent Retail Point of Sale Materials. 
Material available for retail display will include items such as Camel Curb Mounts, Shopping 
Baskets with a Camel Cash Catalog Holder, Overhead Pack Merchandiser units (Camel, 
Winston Select and Doral), and decals. Costs for the items range from $18 for a Half "Y" ? 
Sign Price to $230 for a Window Contra Vision poster. 


RJR Bonus Payment 

Reports from Section 41 indicate that RJR has offered Thriftway Supermarkets ( a 24 store 
chain in the Cincinnati. Ohio market) a signing bonus for a two-year merchandising contract. 
The contract includes an escape clause after one year. The estimated bonus was $127,000 
- $179,000. 
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RJR Initiative Against Retail Masters 


Section 2' reported that in the Lynchburg, Virginia, area, RJR sent to their customers a letter 
stating the following: "We don't want to be your Master, we want to be your Partner."^.. 




1995 RJR Distributor Assist Program (DAP) 


Section 23 reports that RJR is offering ten (10) Distributor Assist Programs during 1995 to 
their direct accounts which handle small retailers (31 to 75 cpw) not currently called on by 
RJR reps. 

Details of the Distributor Assist Program include: 

-- Display Size: 4 cartons 

-- Payment: $7.00 Total ($2.00 to Retailer & $5.00 to Direct Account) 

-- Frequency: 10 displays (One display/month-February thru November) 

Ten-Month Promotion Calendar, as follows: 

-- Doral 25 Cents-Off Pack (Feb.. May, Aug., Nov.) 

-- Camel BIGiF Pack (March) 

-- Camel 80 Cents-Off Two Packs (June, September) 

-- Winston Select BIGIF Pack (April) 

-- Winston Select 80 Cents-Off Two Packs (July, October) 

New Executive 


Former vice president of sales and marketing development at Reynolds Tobacco U.S.A.o 
James V. Maguire has been promoted to senior vice president of sales of the domestic unitor 
of RJ. Reynolds Tobacco Co. 
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KKR Gains Control of Borden 


On December 21, KKR announced it had won control of Borden, Inc. after shareholders 
tendered 63.5% of the company's outstanding shares. Borden shareholders received 
approximately 2.3 shares of RJR Nabisco Holdings stock tor each share of Borden stock 
tendered. RJR's stock price closed at $5.8125 on the NYSE on December 21. The deal 
was worth $1 88 billion. $13.32 a share for Borden stockholders. This price was 
considerably lower than the $14.25 per share projected by KKR when they announced their 
planned acquisition 


B.A.T./BROWN AND WILLIAMSON 


FTC Approves B.A.T. Purchase of American Tobacco 

The FTC settled anti-trust charges with British American Tobacco and its U.S. subsidiary, 
Brown & Williamson, clearing the way for the firm to acquire the American Tobacco 
Company. 

Under the agreement. B.A.T and B&W must relinquish nine cigarette brands and a 
manufacturing facility to an independent competitor. The FTC imposed this provision to 
"preserve competition m the U.S. cigarette industry.” 

B.A.T. agreed tc divest itself ot nine cigarette brands and American's only manufacturing 
facility, located m Reidsvilie. N.C Under the settlement, six American Tobacco discount 
brands, including Montclair. Riviera. Malibu, Bull Durham. Crowns, and Special Tens, will be 
sold to a single buyer The settlement also mandates that B.A.T offer to sell that buyer full- 
priced brands Tareyton. Silva Thins, and Tall It the buyer declines to purchase the 
manufacturing plant and the three full-priced brands, B.A.T. could end up selling only the six 
discount brands. These sales will be made at fair market value within about 12 months and 
will only apply to the U.S. market, with B.A.T retaining the international ownership of the 
brands^ 
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B.A.T. will be acquiring Lucky Strike. Pall Mall, and Carlton together with Misty, Private 
Stock, Prime, Summit and other private labels in the lower-priced segment. B.A.T. is also 
acquiring the rights to Silk Cut outside Europe and entering into a long-term arrangement with 
American Brands' UK subsidiary. Gallaher, for the manufacture of Silk Cut. 


B.A.T. said that after the acquisition, it expects an after-tax restructuring charge this year of 
between $150 million and $200 million. 8. A. i. officials indicated that this restructuring cost 
will have no impact on B.A.T.'s ability to maintain its progressive dividend policy. 

CEO Martin Broughton said the merged company would save about $220 million that 
could be passed along to consumers. CEO Broughton also stated that the acquisition will 
help Brown & Williamson become the lead player in the discount sector of the cigarette 
market. 


Industry analysts have called the FTC clearance a boon for B.A.T., which would become the 
third-largest cigarette manufacturer in the U.S. after the acquisition. 
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B.A.T./B&W Actions following Acquisition of American Tobacco 


Here are the acquisition highlights: 


ffl 
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(Organizational changes) 



American Sales Force Eliminated (1,230 positions, part-time positions offered to 150) 

Severance reportedly includes: 3 Months Base Salary, plus 1.5 weeks for each year of 
service, and outplacement sen/ices 

Stamford, Conn. HQ Closed, only Three VPs kept (including VP of R&D) 

330 Research and Administrative jobs Eliminated 

Hanmer Tobacco Sheet Manufacturing Plant in Chester, VA., will remain open /145 jobs 

Durham. N.C. Facility for Cigarette Labels, Tipping Paper & Foil Production will remain 
open until sold (175 jobs)- The rumor is that an unnamed UK foil company is a potential 
buyer. 

B&W agreed to honor American s union contract at the Reidsville plant at least until its 
expiration on May 31, 1996 or until the plant is sold. (It has been rumored h y gpypral 
sources that B&W is moving rapidly to close Reidsville by May of this year; 
approximately 1,071 jobs are at stake--possibly 250 jobs will be transferred to Macon.) 

Macon plant expansion on course (150 billion units by 1996); currently installing high¬ 
speed equipment (10,000 cpm, 500 cpm) 


(Ad Agency changes) 


-- 3.A.T. dropped American Tobacco's ad agency (LCF&L, New York, had handled $20 
million in advertising for ATC). B.A.T. will divide the acquired American brands among its 
agencies (Grey Advertising and Tatham Euro RSCG). 

-- In London. Bates Dorland will create a $100 million global campaign for Lucky Strike 
cigarettes with work also being done by Hamburg's Knopf Nageli Schnakenburg. We 
l expect B&W to re-launch Lucky Strike with a new campaign, improved blend and even 
^ vn** ' perhaps new packaaing (mini-packs) in the U.S. market later this year. 

vA 

(Announcements made to the trade) 

r — Region 1 reports that B&W has announced to the trade that they will halt buy-down 
activity for Montclair at least through the first quarter of 1995. Region 5 confirm ed 
; knowledge of the trade rumo r. No corresponding increase in GPC or other A I C/B&W 
brands have beenTeported to date with the exception of several units in Region 3 and 
Region 4. in particular, the Cincinnati area reports that B&W Sales reps and part-timers 
have been given large quantities ot Montclair coupons ($2.00-Off/Carton and 20c- 
Off/pack deals). 

-- B&W announced to their retail customers that it will honor American Tobacco's Carton 
Display Program and Permanent Package Display Program now in effect until March 31, 
1995. B&W reps will be contacting these customers to discuss the details of B&W's 
1995 Merchandising Program (Performance Pius ’95), which will reflect the combined 
businesses. 

-- The existing American Tobacco wholesale incentive program will remain in effect until 
March 31, 1995. 

-- B&W announced that it plans to maintain the current American Value Alliance (A.V.A.) 
program and elements through first quarter 1995, followed by a B&W A.V.A. program. 
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(Discontinued Brand Styles) 



-- B&W announced that it would discontinue the manufacture and saie of the following 
brand styles: Raleigh Extra Lights Menthol Kings. Raleigh Extra Ultra Lights Kings, 
Richland Lights Kings. Richland Lights 100's, and Viceroy Ultra Lights Kings. 

"Performance Plus’" Direct Account Program 

B&W is proposing to raise their maximum ’"Performance Plus" payment to 12c/carton from the 
current 5e/carton rate. Under the proposed program, accounts would be required to provide 
B&W with certain value-added services-including EFT participation and retail shipment 
data-in order to earn payment. ~ 

Excerpts from 12/12/94 to 12/13/94 U.S. District Court hearing in NY concerning the 

FJEGrSattempt to block BAT's acquisition of ATC. 
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estimonv bv Martin Broughton, CEO & Deputy Chairman of B.A.T. 

Strategic Objectives 

• BAT is committed to the tobacco business long term and has rejected a harvesting 
strategy. BAT's ultimate goal is to be "the number one global player", 

• Global strategy splits into two aspects: 

- Organic Growth: Heavy investment in major brands and a low cost oper, base. 

- Acquisitions: Target former Communist countries and strengthen U.S. position. 

• U.S. is one of the most vulnerable of BAT’s markets because it has a low cost strategy 
without having a low cost base to support that strategy 

• The U.S. market is viewed as cash generative by BAT management. 

• The Discount sector really represents the future of B&W; goal is to become the leading 
player in the sector. However, profitability is key. 

' ' - ' a Can't presume that \ye-Te going, to-gqt pric^-maeases-gotngJoFwarcHfT-sttch-'a 
competitive-market'. 

- Low cost production and operating base will lead to profitability. 

• PM-USA a nd B&W have diametrically opposed strategic objectives (premium vs. 
discount). "Generally, it's in our best interest to increase the price gap." "PM is B&W's 
number one obstacle to growth" "While other companies take the long view, RJR is 
very unpredictable in its marketing strategy and appears to have a short term focus" 

• Considered acquisition of RJR International. Loriilard, Imperial Tobacco, Rothmans 

- KKR approached BAT about saie of RJR -USA. BAT interested only in RJR Int'l 
and several key U.S. brands. 

- B.A.T. approached Loriilard about purchase of Newport. 

Acquisition of ATC 

• Initially approached by AMB to purchase American Tobacco. 

Preliminary valuation suggested a purchase price of $1.5 billion. 

• The FTC highlighted a BAT document that stated the acquisition of ATC would: 

- Forestall JTi intrusion in the U.S. market, rationalize competition, acquire brands and 
achieve production economies. 

Efficiencies expected to generate over $200 million in cost savings of which a good 
portion will eventually find its way back to the consumer. 

• Strong Interest in having the worldwide trademark rights to Lucky Strike and Pall Mall. 
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U.S. Brand Outlook aliif 

GPC - strategy is to build brand equity, not compete solely on price. 

- The brand represents the future of the company. 

- GPC did not become/profitable on a fully allocated basis until 4Q93. 

- B&W spent in excess of $200 million to discount and promote GPC in 1994. 

- Mr. Broughton d/med assertions by the FTC that B&W planned to increase the 
profitability of QPC in the future by reducing the amount of price promotion. The 
statement was pulled from B&W's 1994 to 1998 five year plan. 

• Kool - changed the blend and advertising which lead to some success. 

Testimony of Thomas Sandefur, Chairman & CEO. B&W 
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B&W Strategic Objectives 

B&W's goal is to gam two share points over the next five years. And over the following 
five year period. B&W could probably experience an additional 2 to 3 share point gain. 
"This would put B&W within striking distance of being number two in the industry within 
10 years". 

• "Price wars are short-term oriented and companies should take the long-term view of the 
way they are managing their business ". 

• Seeks to be leading discount player shortly after merger with ATC. 

• Focus is on GPC and Kool 


Acquisition of ATC 

Will provide S220 million m cost synergies from the elimination of sales force, 
manufacturing and administrative staff and facilities. 


- Will make B&W more "competitive in meeting PM-USA Masters program". 

- "Enhance B&W's discounting level on value for money brands". 

- increase retail clout when sales reps can speak of B&W having leading brands in 
each market segment, (i.e. Carlton: Ultra Low Tar: Misty: leading female discount). 

Brand Strategy 

"GPC is B&W's future" 

- Acquired trademark license in 1985. Currently has the license for a 25 year period. 

- Unit volume expected to reach 30 billion by 1999. 

- GPC profit contribution will equal Kool in 1999. 
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Recently upgraded blend to “B&W’s very best quality". 

Red and white packaging selected to appeal to Marlboro smokers. 

GPC 1994 promotion plan called for an average discount of $1.43 per carton, 
currently spending at $2.00 per carton level. Sales reps have spending flexibility to 
meet competition. Usually they follow a meet but not beat policy. 

Total spending on GPC totaled $212 million in 1994; plan to spend $227 million in 
1995. 

Compete on a platform other than price (advertisements stressinq quality and low 

nrirpl ' ~ “ • 


The price gap is critical to discount brand success. Seeks to maintain 25% to 30% 
(reverse gap calculation) difference between discount and premium brands. 

- SR's concju.ct price spuxey s once every quarter (6,000 - 8,000 retailers) 

B&W preferred coupons as a marketing tool because of consumer appeal rather than 
buy-downs. 
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LAVA Private Label Products 


3&W offered to sign a consent offer with the FTC for a five year commitment with a 
structure that would keep the price to the AVA distributors stable at a fixed percentage 
between full revenue list price and the price that they were going to receive to preserve J 
the price gap, to keep AVA competitive. The FTC rejected the offer before testimony 
began. 
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B&W continually restated its intention to sign a multi-year deal with AVA distributors. 

• "It is B&W's attention to be in the (AVA) business long term" 

• "AVA only has 12% distribution so this is an excellent opportunity to improve 
distribution" 


i 


Does not consider AVA a direct competitor with GPC. Will focus on regional strengths. 
Other Brands 

- Kooi: Blend upgrade: enhanced sales force focus on promotion activities. 

- Kocl volume forecast by B&W to decline from 17 billion in 1995 to 15 billion units 
by 1999 

- Lucky Strike: 

- improve biend of Lucky Strike. "We have a blend that is superior to Marlboro in 
the 100 mm and at parity to Marlboro in an 85 mm". 

- Possibly implement new "international strategy" for Lucky Strike: price the brand 
1 to 2 price points below Marlboro. 

- Carlton: Provide marketing support to improve market position. 

- Misty: Continue to target Virginia Slims smokers. 

- Viceroy: Employ regional discount marketing strategy. 

Cost Reduction 

• Cost reduction over 5 7 years ibegan in 94) is estimated at $600 million, possibly higher 
if GATT prevails over ~5 25 Domestic Tobacco Content, Law 

B&W's 1993 efforts to reduce headcount produced an estimated $20 million savings in 
1994 and the plan calls tor $65 million in 1995. 


General 



• B&W employs approximately 5.000 people. 

The brand management section of B&W’s marketing department is approximately 30 
people. 

• B&Wsaies force nave just moved from hand held computers to lap tops (used primarily 
to track their budgets; 

B&W receives monthly market share reports trom Nielsen that are 30 days after the fact. 
Testimony of Terry Albert. SVP Sales. American Tobacco Company 

• ATC Sales Force Size = 1.190 employees 

870 SR - Sell and Merchandise 

- Call on 160.000 to 175.000 accounts 
Sales Force Automation Project 

- Introduced in only one region (Southern - 1 of 6 regions) in 4Q93. 

- $2.4 million to expand project in 1995 

- $1.5 million for software for E-mail, couponing control 

• ATC SR's had flexibility determining amount and frequency of price promotions. 
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Montclair discounting in 4Q94 resulted in the brand being marginally profitable. 
Management knew this situation was not sustainable. 

AVA private label products are available in approximately 45,000 retail outlets. 

ATC management forecasted AVA volume to be flat or declining slightly in 1995. 
planned to spend $118 million for capital improvement s 1994 - 1997. 

Bugler Sales Expanding 

in Tampa. Florida. FSI's were found offering $1.50 coupon for B&W's Bugier make-your-own 
cigarette kit. Florida now joins Pennsylvania and Michigan on the list of states that sell 
Bugler The refill kit now consists of a 6.5 oz. can of loose tobacco rather than four refill 
pouches. 


8&W Records Under Investigation 

/ u Brown & Williamson import and export records have been seized from their international 

sales office in Louisiana as part of a Federal criminal tax investigation. No public filings have 
been made in the case, but United States attorney Peter Strasser stated interest in "the 
import and export of cigarettes and the ultimate destination of the cigarettes." He went on to 
say that the company imports to Canada and probably exports there as well. 


AMERICAN TOBACCO COMPANY 


Personnel Cutbacks 

A 

j/' More than half of American Tobacco's work force will be cut as a result of the acquisition by 
l B.A.T. A total of f ,230 jobs in sales and 450 jobs in research and administrative operations 

will be eliminated from the Stamford. Conn, headquarters and a facility in Chester, Va. These 
cuts do not include the personnel at the Reidsville, NC plant. B.A.T.. said it will continue to 
operate the facility while it shifts production to its Macon, Ga. plant. As the nation's third 
biggest cigarette company, the restructured B&W will have 5,800 employees. 

Misty Phone Cards 

During December, a limited, small volume promotion for Misty offered a 10 minute long 
distance phone call with the purchase of two packs of Misty. 

Montclair Offers Free Gifts 

Montclair Lights 100’s is offering a new promotion that features a catalog of brand name 
merchandise, redeemable with pack UPCs. i he catalog contains items such as Samsonite 
duffel bags, Pulsar watches and Cross pen and pencil sets. There are a total of 26 items in 
the catalog, with values from 40 UPC's (Backgammon Set, $17.95) to 230 UPC's (men's 
Pulsar Watch, $100.00). The catalogs are attached to magazine ads. 



LORILLARD 


May Acquire Montclair'Trademark from B.A.T. 

/ \ 

jt was rumored by a B&W r ep in S n otion 42 that Lorillard is interested in acquiring the 
Montciair trademark. ThisRiigdrwas also heard by several other outside sources. 
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Other possible buyers include: 

-- Venture Capitalist/Investment Banker/Wholesaler(s) under contract manufacture with 
Liggett 

-- New international competitor entry' to U.S. (including the purchase of the Reidsville Plant, 
with a maximum annual production capacity of 55 billion units): Imperial 
Tobacco/Rothmans/ La Moderna (long-shot) 


OTHER U.S. TOBACCO COMPANIES 


/ 


Santa Fe Natural Tobacco Company's Growth Continues 

Santa Fe Natural Tobacco, maker of Natural American Spirits cigarettes, has doubled its 
growth over the past few years and will likely double again this year according to company 
president Robin Summers. The company, which also makes roll-your-own tobacco 
products, has cultivated a " cu lt-1 i k & ^foll owing for American Spirit cigarettes. 

1994 sales are estimated to be $25,000,000 versus. $10,000,000 in 1993. Retail stores, 
consisting of specialty tobacco, shops, natural food stores, and other specialty retailers (wine 
stores, gourmet food stores, herb stores/new age stores), representing approximately 45% 
of the company's sales in 1994, are considered the company’s growth segment. The 
remainder of the company's sales in 1994 were derived from its personal mail order 
business. 


Currently, the company's list of personal mail-order customers is increasing 3% per month, 
with approximately 1,000 customer orders each month. The company currently sells to 
approximately 2.600 retail accounts throughout the U.S. 

(Product Claims) 

The brand is additive-free and its advertising focuses on its use of natural, whole leaf, 
Virginia tobacco. Natural American Spirits are positioned as a - hoaUhte r, organic alternative to 
other cigarettes. 

PfA 

Despite claims of being additive- and chemical-free. internai A R&D analysis revealed that the 
cigarette papers do contain 0.5 to 0.7% citrate, a burn accelerator. Several components 
were also identified in the non-mentholated cigarettes that are not native tobacco 
components. 

DMS Industries 

In October. DMS Industries announced the launch of a $150,000 "Road to Riches" 
Sweepstakes. The sweepstakes feature Instant Win cards placed on packs of US1 
Cigarettes with the Grand Prize being a $50,000 government bond. 

DMS Industries claims that US1 (deep discount brand) is now available in approximately 40 
states. 

Moist Snuff Sales Rise 

U.S. Tobacco Co. and National Tobacco Co were the only smokeless tobacco companies 
that increased their market shares between 1992 and 1993. U.S. Tobacco grew their share 
from 35.1 % to 36.5%. while National's share increased from 8.9% to 9.1%. Most of the 
smokeless tobacco industry suffered from declining sales, but sales of moist snuff increased 
3.5% from 49,443 pounds in 1992 to 51.150 pounds in 1993. The market share of moist 
snuff went from 40.1 % to 42.4% in that same time period. 
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Gunsmoke Distributor Selected 


Star Tobacco Corp. in Petersburg, Va., selected the Jacksonville, FI., based Swisher 
International to distribute its Gunsmoke products outside the U.S. Gunsmoke, which is 
already distributed throughout the U.S., is Star's 100% natural tobacco, premium brand 
cigarette. 


S.A.N.D. Seeking Private Label Business 


Region i reports. that Star Tobacco is selling Gunsmoke through the mail at $5.20 per carton, 
but so far, wholesaler response has been limited. 

Contrary to Star Tobacco's product claim, ‘Gunsmoke contains high quality 100% natural 
tobaccos with no fillers or reconstituted tobacco," samples of Gunsmoke were analyzed by 
PM-USA R&D and found to contain 10 to 19% reconstituted tobacco. 

. A 

The Southern Association of Non-compete Distributers (S.A.N.D.) is attempting to break into 
the private label business by getting retail support from major manufacturers. The coalition 
includes Ailison Wholesale (Al.), Roberts Ciga/& Tobacco (La.), Home Folks Wholesale 
(Ga.), Smith Wholesale (Tn.), Andalusia Distributing (AL), B&W Candy & Tobacco (Tn.), 
Caldwell Wholesale Tobacco (La .) ± Head Distributing (Ga.), P.M. Green & Sons (Tn), and 
Laughinghouse Wholesale (Ga.). Th e_qroupbas tied little r esponse from p gtff Haaaima nd 
RJ Reynolds, but has.started negotiations with such companies as~Tobacco Exporters, 
Liggett & Myers. K&M Marketing, and Lignum, all offering cartons for sale at $4.75 to $5.00. 
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OTHER U.S. TOBACCO NEWS 


S&M Brands Sues R.J. Reynolds 

Keysville, Virginia based S&M Brands, Inc. has sued RJR. The company has charg ed 1 
Reynolds with prohibiting it from placing an ad for Bailey's cigarettes on a car at a NASCAR W 
race held in September. In addition, the suit says that a NASCAR official told the car owner 
that he could not display Bailey's cigarettes advertising at any future races. 


S&M is seeking $100,000 in damages and a court order barring RJR and NASCAR from 
interfering with its advertising plans on the racing circuit. 


Cigar Sales Increase 


Americans bought 1 .8 billion cigars during the first nine months of 1994, up 5.6% from the 
same period a year ago. If the trend continued through the end of 1994, it will mark the first 
annual increase in ciqar consumption since 1970. In the "premium" ciqar market ($3 and up), 
sales were up 30%. 


The increase in cigar sales may be attributable to an image of the sophisticated smoker 
cultivated by cigar manufacturers and retailers, in recent years they have sponsored events 
such as "cigar nights" and "smokers" where attendees get a gourmet dinner and tastings of 
selected cigars. 


Cigar packages do not have a warning from the surgeon generaUfeeeausa-Gengress did riot 
e ^ l ic i t f y 4fretade~et§afs--in--thQ 
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Smoking Cessation Aids 



In November 1994. McNeil Consumer Products signed an agreement to distribute 
Pharmacia's Nicorette nasat spray product in the U.3. The product is currently in the 
approval process at the FDA and was/recommended for Drug Enforcement Agency 
evaluation by the FDA m August. C o nt acts at McNeiPstate that they have no knowledge of 
when the product will be approved in theTT.S. Pharmacia expects approval within eighteen 
months. As in Europe and New Zealand, Nicorette nasal spray will only be sold in 
prescription form in the U.S. 

Pharmacia's Nicorette nasal spray was first approved in Sweden and was launched in May, 
1994. Pharmacia states that the Nicorette nasal spray was developed especially for heavy 
smokers (consumers that smoke more than 1.5 packs a day). The Nicorette nasal spray 
allows a user to reach the maximum nicotine level within 10 to 15 minutes after taking the 
product. Nicotine chewing gum. on the other hand, reaches its maximum nicotine level 
approximately 30 minutes after the consumer begins chewing the gum. — 

A Swedish study from the University of Goteborg shows that among 125 smokers who 
used the nicotine nasal spray, 27% remained cigarette-free after one year. 


BUSINESS ENVIRONMENT 


Taste versus Image 



Some marketing expens believe that because more smokers are lighting up in private, fewer 
consumers may be choosing cigarette brands just because of the images in advertising. A 
marketing professcr commented that the prestige in flashing a certain brand is fading because 
people often smoke m solitude. 

Export Volume Grows 


U.S. cigarette exports during the first nine months of 1994 totaled 150.6 billion units ($3.39 
billion in sales). This represents a volume increase of over 11% and a growth in sales of 
almost 21.9%. This year's export volume is projected to reach 217 billion units, exceeding 
the record set in 1992 by 9.9%. 

r ^ 

New Discount Cigarette Stores Jn< 

A new discount cigarette store chain. Cigarettes Cheaper, has recently opened in 
California’s Bay Area. The store's President Mark Baldwin says that unlike other retail stores 
where smokers get "dirty looks." smokers are welcome in his stores. Marlboros cost $12.99 
and other major brands sell for $14.99 at Cigarettes Cheaper stores. 




T 
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PATENT AND TRADEMARK ACTIVITY 


Trademarks 

RJR has published for opposition the cigarette trademark Carolina Gold on November 8, 
1994. American Tobacco published for opposition the Lucky Strike trademark for 
ashtrays, cigarette boxes and cigarette lighters on November 15, 1994. Imperial Tobacco 
published for opposition the cigarette trademark Medallion on November 29, 1994. 

Lifeline Incorporated has registered the trademark Nicotine Busters for smoking 
cessation products, namely a plastic filter to be attached to the end of a cigarette to reduce 
nicotine. The trademark was registered on November 22, 1994. 
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LEGAL/LEGISLATIVE ENVIRONMENT - SUMMARY 


Class Action Castano 
Litigation 

Engle 


Alleges nicotine addiction 


Alleges nicotine addiction 


Flight attendants' ETS claims 


Court Cases Rogers 


PM-ABC 


Smoking and Health 


Smoking 

Bans 


New York City Smoking ban in public places 


OSHA US workplace smoking 

restrictions 


Judge Okla Jones II heard the class 
certification argument on 12/14, He has not 
yet issued a ruling. 

On 12/9 defendants filed a motion seeking 
certification of the October order to the FL 
Supreme Court. 

On 12/12 Judge Kaye granted plaintiffs 
motion for class certification. He reserved the 
option of certifying sub-classes, and noted his 
‘deep concern’’ over the individuals’ claims as 
they relate to causation, suggesting that 
individual trials may be required despite the 
class action. An appeal will be filed. 

Trial date 1/31/95. Names PM, RJR, Liggett, 
American, et al. Superior Court, Marion 
County, Indiana. 

On 12/30 Judge Markow issued rulings 
denying ABC’s demurrer motion (motion to 
dismiss); denying them access to third party 
discovery; allowing PM to conduct the 
requested discovery of ABC, and allowing 
ABC discovery of certain PM records related 
to the process by which the company makes 
reconstituted tobacco. On 1/6/95 the judge 
rejected ABC's request to delay the start of 
PM's suit against it past June 5th. 

On 12/21 the New York City Council passed 
the bill 36-8. There were numerous 
consumer groups, businesses and 
restaurants who objected to the bill. 

NYC Mayor Rudolph Giuliani signed the bill 
into law, effective April 10. 

Hearings began 9/20. This month the focus 
will be on scientific testimony and business 
spokespersons. Steve Bayard of the EPA 
testified 1/11; RJR wiW-testify Jan. 17-19. 

L // , 7 
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LEGAL/LEGISLATIVE ENVIRONMENT (BASED ON PUBLISHED REPORTS) 


New York Passe 


/ So W {)Ca-tA , 

'PublicdSmoking Ban/ 


As expected,/the New York City Council passed a smoking ban. effective in most public 
places in the city. The council voted 36 to 8 in favor of the bill, which also prohibits smoking 
in restauranti,that seat more than 35 people, offices and outdoor sporting events. 

Class-Action Suit Dismissed 


A federal judge dismissed the class action lawsuit against Philip Morris Cos. filed by 
shareholders after the company announced in April 1993 its plan to cut cigarette prices. The 
investors alleged that PM made fraudulent statements to raise its stock price, but U.S. District 
Judge Richard Owen determined that the company sufficiently warned investors about the 
company's financial prospects. , 


Joe Camel Ads Suit 


U.S. District Judge John Coughenour dismissed a lawsuit that sought to stop the "Joe 
Camel'' advertising campaign. The suit was filed by Karen Sparks, a Seattle mother of two 
children who claimed the ads encouraged young people to smoke in violation of state health 
laws. The judge dismissed the case, saying that a federal law specifically addressing/^ 
cigarette advertising has precedence over Washington State's statute dealing with publicyc^ 
health and smoking. 


ETS Suit Filed Against Industry 


A New Hampshire woman with lung cancer, allegedly caused by secondhand smoke, is 
suing the six major cigarette manufacturers. An attorney for 43 year old Roxanne Ramsey 
Buckingham filed papers with Strafford County Superior Court in Dover. N.H., seeking an 
undisclosed amount of damages. 


According to her attorney, Stephen Fine, "She is not expected to survive. She had an 
overwhelming exposure to tobacco smoke from friends, relatives and in the clerical job she 
worked for 20 years." 


Congressman Charges Tobacco Executives With Perjury 



Rep. Martian Meehan (D-MA) is reportedly sending a 110-page letter to Attorney General 
Janet Reno, purportedly laying out "confidential new evidence" which could lead to criminal 
charges against tobacco industry executives for a number of alleged offenses related to 
"lying to Congress and government agencies about the use of nicotine to addict smokers." 
The charges stem from the hearings held last April before Rep. Henry Waxman's 
congressional hearing on the industry. 
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B&W Papers .Fuel Litigation 


A congressional panel investigating the cigarette industry recently released Brown & 
William’s optdocuments that, according to Richard Daynard, director of the Tobacco Products 
Liability /Project, contradict the sworn testimony of tobacco executives that they believe 
nicotine is not addictive. Injthe early a4980's, BAT.. Indusjries (the parent company of 
B&WLdevelooed a "reduced biologically active orobuct" tfym vyould perform well on tests 
.that tanked/Cigare ttes tziv their potential to cause career . /The documents released by the 
jel Hi December' 1994- include mfmutWs front a meeting where B.A.T.. 
executives /compnentedlthat/it is oi|r responsibility to reduce the total dose 
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OTHER LEGISLATION 


Taxation Proposed 

A regulation to tax the sale of cigarettes and motor fuel on Native-American reservations to 
non-Native Americans has been proposed by the New York State Department of Taxation 
and Finance. The regulation proposes a coupon system to limit the amount of tax-exempt 
fuel and cigarettes imported to Native American nations, tribes, and reservations. Native 
American dealers and businesses would have to register with the state to obtain coupons for 
purchase of the tax-exempt fuel and cigarettes. The proposed regulations, which are a 
response to the June 1994 decision of the U.S. Supreme Court to uphold previous state 
regulations, are subject to a 45-day public comment period. 

RJR Agrees To Testify At OSHA Hearing 

OSHA and RJR have agreed to reschedule an appearance by representatives^from the 
company at hearings on indoor air quality. Reynolds had postponed its^previous 
appearance due to disagreement over the hearing process. The new schedule wdballo w a 
panel from Reynolds to=4Wtky for three days, January 17-19, 1995. 

Smoking Banned at Honolulu Beach 

The Honolulu City Council has banned smoking at Hanauma Bay, which draws 
approximately 1.5 million visitors annually. The fine for lighting up is $25.00. 


INTERNATIONAL 


Japan Tobacco to Market Smokeless Cigarette 


Japan Tobacco Inc. announced plans to market a "smokeless cigarette" in 1996r*Tho-mew 
nmducf-j^-fHfflfrr-tsTmtrrrgggg Fl f TFm ; educe'tofraggg~gdoi in flail and 


ig.i The technology tnat makes it possible is a combustible, cnarcoai-like substance 
TacecHJn the tip of the cigarette. When lit, the heat from the tip will be enough to warm the 
tobacco and emit the taste, but not the smoke. The goalior Japan Tobacco over the next 
year is to improve the taste of the new cigarette, perhapsjby adding a special ingredient to 
bring out the tobacco flavor. 
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Imperial Still Profitable 


Imperial Tobacco of Imasco Ltd. will not be greatly affected by the recent anti-smoking 
activity occurring in Ontario. Although drugstores are banned from selling cigarettes and 
_j£L bbyists are trying to get cigarette taxes reinstated, Imperial Tobacco expects "significant 
0 earnings growth even without a price increase'' due to productivity improvements. The 
plain packaging initiative that once threatened the industry has died down some and the 
government is fearful that re-establishing high cigarette taxes will incite smuggling. In an 
effort to be "sensitive" to the government's worry that smuggling might happen again, 
Imasco decided to postpone a 3p price increase. This year Imperial's earnings are estimated 
at approximately C$590 million, an increase of 111%. 

Capital Investments by Imperial 

Imasco announced plans to invest C$118 million over the next several years on its 
manufacturing facilities. The plans include the installation of high speed cigarette-making 
equipment in Guelph, Ontario and modern manufacturing, packing, and handling equipment in 
Montreal. 

Canada's First Tobacco-Related Class Action Lawsuit 

Three Canadian smokers filed an action on Friday, January 13th, in the Ontario Court's 
general division against Imperial. Rothmans Inc., and RJR-MacDonald Inc. Imperial Tobacco 
Ltd. says it will fight the C$1 million class action lawsuit brought against three tobacco 
companies by smokers who claim they have suffered damages from cigarettes. 

Newspapers report it is believed to be the first tobacco-related class action lawsuit in 
Canada. 

ITC Ltd. to Post Profit Increase 

ITC Ltd., the Indian tobacco and hotels company, Is expected to post a 27% increase in net 
profit (2.6 billion rupees) lor the 94/95 fiscal year ending March. Although gross sales growth ^ 
is slower at 16%. the sale of cheaper cigarettes is expanding. The excise duty is lower on P 
those cheaper cigarettes which allows a higher retained profit, ifc is'31 5% owned by ' 
B.A.T. Industries PLC. 

Foreign Manufacturers Out of Privatization 

The French government decided to exclude foreign tobacco manufacturers from taking part in 
the privatization of SEiTA tobacco company. 

Camel Collector Packs Criticized 

UK Labour MP Kevin Barron, sponsor of an unsuccessful attempt to ban all tobacco 
advertising, denounced the new, brightly colored "collectors packs" of Camel cigarettes as 
"icons," urging the government to make sure they are not used for advertising purposes. 

RJR Purchased 2nd-Largest Tobacco Maker in Finland 0 

RJR announced the acquisition of Oy Rettig Ab, the second largest tobacco manufacturer irv«* 
Finland. Terms were not disclosed. Rettig has two factories with a total of 300 employees^ 
producing cigarettes (such as Colt and Downtown), RYO. and pipe tobacco. ys 

It has manufactured Camel cigarettes in Finland through a licensing agreement with Reynoldscj? 
for 20 years. In 1 994, Rettig had 75% of the 1 .2 billion unit RYO market and 10.6% of thetu 
5.6 billion unit cigarette market (13.3% on a combined basis with RJR). ^ 
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J. Clary 

E. Correa 
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P. Dodd 
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R. Ewan 
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E. Gee 
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M. Gordon 

J. Greene 

K. Houghton 
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D. Keane’ 

R. King 

S. Kirkman 
J. Lamb 

R. Latshaw* 
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S. LeVan 
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C. Lilly 

R. Lively 

D. Lynch* 

M. Mahan 

L. Markham 

E. Merlo* 

B. Mikulay 
D. Milby 

S. Minagawa 

M. Moore 
W. Moore 
J. Morgan* 

J. Mortensen 
M. Murphy 

J. Myracle 
D. Nelson 
J. Nelson* 

T. Nelson 

D. Oettinger 
P. Paoli* 

S. Parrish* 

C. Purcell 
B. Reuter* 

M. Schroeder 
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A. Schwartz 
R. Simons 
J. Smith 

H. Steele* 
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B. Taylor 
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T. Walls 

R. Webster 

L. Wexler* 
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R. Wilhelm 
H. Willard 


PMI/Corporate 

G. C. Bible* 
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D. Dangoor* 

A. Daw* 

S. deGysser* 
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B. Kurtzer* 
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R. Sarmento* 
W. Thoretz 
W. Webb* 
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